Introduction (1)
In the seminal paper by Krugman (1991), a standard new trade model with monopolistic competition a la Dixit and Stiglitz (1977) is modified to analyse industrial location. The outcome is the so called core-periphery (CP) model, which shows how economic integration may lead to a dramatic increase in the geographical concentration of industrial production via a self-reinforcing agglomeration process.
The aim is to propose some simple modifications, based on Forslid (1999) and Ottaviano (1996) , that make the CP model analytically solvable in the sense that it is possible to derive closed form solutions for the endogenous variables. This allows to assess analytically the number of equilibria as well as their global stability. The additional usefulness of the simplified model is illustrated by deriving new analytical results also in the realistic cases of exogenous asymmetries between regions in terms of both size and trade barriers.
The footloose entrepreneur (FE) model
• The economy consists of two regions, 1 and 2
• There are two factors of production, skilled and unskilled labour.
• Each worker supplies one unit of his type of labour inelastically. • Total endowments are H and L for skilled and unskilled labour respectively so that
Skilled workers can be thought of as self-employed entrepreneurs who move freely between regions, and we will therefore refer to the model as the 'footloose entrepreneur' (FE) model.
The utility function
X i is consumption of manufactures.
The demand by residents in location i for a variety produced in location j :
A i is consumption of agricultural products,
P i is the local CES price index:
Y i is local income consisting of skilled (w i ) and unskilled wages (w i L ):
The budget constraint:
Parameters of the demand functions
Firms in sector A produce a homogenous good under perfect competition and constant returns to scale and employ only unskilled labour. Without loss of generality, units are chosen so that one unit of output requires one unit of labour. This implies that
Manufacturing firms (1)
Firms in sector X are monopolistically competitive and employ both skilled and unskilled workers under increasing returns to scale. Product differentiation ensures a one-toone relation between firms and varieties. In order to produce x(s) units of variety s, a firm incurs a fixed input requirement of α units of skilled labour and a marginal input requirement of βx units of unskilled labour. The total cost of production of a firm, in location i, is thus given by:
Skilled and unskilled labour
Skilled labour market clearing implies that in equilibrium the number of firms is determined by:
Unskilled workers are perfectly mobile between2. Trade costs between regions are asymmetric : , -the freeness of trade from region 2 to region 1;
-the freeness of trade from region 1 to region 2.
Bifurcation diagram

Conclusions
• The paper presents an analytically solvable version of the central 'new economic geography' model, the so called core-periphery model by Krugman (1991) • Analytical solvability allows to assess the exact number of equilibria and their global stability properties, which is not possible in the original core-periphery model.
